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Higher retention prices offset the impact of higher cost pressures

AFS cement universe is expected to post a profit of PKR27.1bn this quarter,
compared to profit of PKR21.4bn SQLY, up 27% YoY. Major incresase in YoY
profitability is due to higher earnings of DGKC and LUCK. Profitability remained
robust in the outgoing quarter as manufacturers raised output prices to counter
the impact of input cost pressures, which also proved margin accretive for some
companies. CHCC / DGKC / FCCL / KOHC / LUCK / MLCF / PIOC are expected to
post earnings of PKR 7.78 / 2.14 / 1.13 / 11.73 / 56.15 / 1.75 / 5.53 per share
respectively. Lastly, we don’t expect any company to pay dividend this quarter.

CHCC: CHCC is expected to report earnings of PKR1.51bn (EPS: PKR7.78) in
2QFY24 as against earnings of PKR1.53bn (EPS: PKR7.88) last quarter. This QoQ
decrease in earnings is largely due to higher gas tariff where captive gas rate
increased from PKR1200/mmbtu in October'23 to PKR2500/mmbtu in
November'23. Net sales are expected to improve 2% QoQ to PKR10.3bn. This is
primarily due to higher retention prices despite lower export offtake. Gross margin
is expected to decline to 29% this quarter. Financial charges are expected to
decrease 14% QoQ to PKR0.37bn due to lower debt level. Tax rate will also increase
2ppts sequentially to 35% this quarter due to higher earnings contribution from
domestic business this quarter. Moreover, we don’t expect any dividend payout this
quarter.

DGKC: We expect DGKC to report a profit of PKR0.94bn (EPS: PKR2.14/sh) in
2QFY24 compared to profit of PKR0O.66bn (EPS: PKR1.51/sh) last quarter due to
higher retention prices and lower finance cost. Local despatches remained stable
QoQ while export despatches increased by 89%. Consequently, net sales are
expected to increase 11% QoQ to PKR18.4bn. Gross profit is also likely to remain
at PKR3.1bn. Gross margin is declining sequentially by 2ppts due to higher reliance
on expensive Afghan coal in Northern plants in the outgoing quarter. Finance cost
is likely to decrease 19% QoQ to PKR1.69bn due to lower debt levels. Dividend
income from MCB, NML and NCL is expected to help keep other income at
PKR1.05bn, up 27%/43% QoQ/YoY. Lastly, no dividend is expected for the
outgoing quarter from the company.

FCCL: We expect FCCL to report earnings of PKR2.76bn (EPS: PKR1.13) in
2QFY24, up 6% QoQ. This sequential increase in earnings is due to higher retention
prices exceeding the cost pressures bore by the company. Moreover, company also
relied on cheap inventory of Afghan coal and low priced local coal. Net sales are
expected at PKR20.2bn, up 6% YoY. On sequential basis, net sales remain constant
despite lower offtake. Sequential gross profit margin is also likely to improve 4ppts

Earnings

EPS (PKR/sh) 2QFY24E 1QFY24 QoQ 2QFY23 YoY
CHCC 7.78 7.88 -1% 8.00 -3%
DGKC 2.14 1.51 42% 1.24 72%
FCCL 1.13 1.07 6% 1.13 0%
KOHC 11.73 11.38 3% 9.98 18%
LUCK* 56.15 60.43 -7% 35.71 57%
MLCF* 1.75 1.51 16% 2.73 -36%
PIOC 5.53 4.10 35% 5.17 7%
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to 35% this quarter due to lower coal cost and high retention. Finance cost is
expected to increase by 26% QoQ due to finance cost related to new line. Lastly,
no dividend is expected this quarter.

KOHC: KOHC is expected to report earnings of PKR2.29bn (EPS: PKR11.73) in
2QFY24 up 3%/18% QoQ/YoY. Domestic/Export despatches are expected to
decrease by 10%/21% QoQ respectively. Consequently, net sales are likely to
decrease to PKR10.3bn, down 7% QoQ. Gross margin will likely improve to 34% in
the outgoing quarter. Other income is expected at PKR0.82bn, up 88% YoY due to
higher return from financial assets. Finance cost will decline marginally to
PKRO.17bn. Furthermore, we don'’t expect the company to pay any cash dividend
this quarter.

LUCK: We expect LUCK’s 2QFY24 earnings to be down/up 3%/64% QoQ/YoY to
PKR18.7bn with profitability attributable to LUCK being PKR16.4bn - (EPS:
PKR56.15, restated on new number of shares). On standalone basis, LUCK is
expected to report earnings of PKR5.56bn (EPS: PKR18.98) in 2QFY24 down 20%
QoQ. This decline in sequential profitability is mainly due to no dividend flow from
chemical subsidiary this quarter. For core cement operations, gross margins are
expected to remain stable QoQ at 37%. However, distribution cost is likely to
increase to PKR2.1bn due to higher freight charges resulting from axle load
implementation. On consolidated financials, gross profit is likely at PKR30.1bn.
Other income inclusive of contribution from foreign operations is expected at
PKR9.7bn up 137% YoY due to depreciation of PKR and technical fee. Moreover,
we don't expect any dividend from LUCK this quarter.

MLCF: We expect MLCF's 2QFY24 PAT to increase 16% sequentially to PKR 1.88bn
(EPS: PKR1.75/sh). However, on YoY basis earnings are likely to fall 36% due to
higher finance cost, distribution expense and tax rate. Local despatches are
expected to increase 5% QoQ to 1.02MT. Net sales are expected to increase 7%
QoQ to PKR17.9bn. Gross profit margin is likely to increase to 32% in the outgoing
quarter with gross profit of PKR5.8bn. Distribution and admin expenses are likely
toincrease to 1.7bn. PKR1.1bn tax is expected on pre-tax profitability of PKR3.0bn.
Furthermore, we don’t expect MLCF to pay dividend due to capital injection
requirements of hospital venture.

PIOC: PIOC earnings are likely to improve 35%/7% QoQ/YoY to PKR1.18bn (EPS:
PKR5.53/sh). QoQ increase in profitability is due to higher despatches, up 11%
QoQ whereas YoY increase in profitability is due to higher retention prices, up 18%
YoY. Net sales are likely to increase 16% QoQ to PKR10.2bn. Gross margin is
expected at improve by 2ppts sequentially to 32% in outgoing quarter. Finance cost
is expected at PKR0.87bn, down 9% QoQ. Lastly, due to short term debt repayment
considerations, we don’t expect the company to pay any dividend this quarter.
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The report has been prepared by Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT)
LTD) and is for information purpose only. The information and opinions contained herein have been
compiled or arrived at based upon information obtained from sources, believed to be reliable and in
good faith. Such information has not been independently verified and representation expressed or
implied is made as to its accuracy, completeness or correctness. All such information and opinions are
subject to change without notice. Descriptions of any company or companies or their securities
mentioned herein are not intended to be complete and this document is not, and should not be
construed as, an offer, or solicitation of an offer, to buy or sell any securities or other financial
instruments.

Research Dissemination Policy

Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT) LTD) endeavours to make all
reasonable efforts to disseminate research to all eligible clients in a timely manner through either
physical or electronic distribution such as mail, fax and/or email. Nevertheless, not all clients may receive
the material at the same time.
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Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT) LTD) or any of its officers and
directors does not have a significant financial interest (above 1% of the value of the securities) of the
subject company. However, BAFL and IFC, being associates of Alfalah CLSA Securities (PVT) LTD.
(Formerly Alfalah Securities (PVT) LTD), may trade or have significant financial interest, under normal
course of business, in the subject company from time to time. Alfalah CLSA Securities (PVT) LTD.
(Formerly Alfalah Securities (PVT) LTD) may, to the extent permissible by applicable law or regulation,
use the above material, conclusions, research or analysis in which they are based before the material is
disseminated to their customers. Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT)
LTD), their respective directors, officers, representatives, employees and/or related persons may have
a long or short position in any of the securities or other financial instruments mentioned or issuers
described herein at any time and may make a purchase and/or sale, or offer to make a purchase and/or
sale of any such securities or other financial instruments from time to time in the open market or
otherwise. Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT) LTD) may make
markets in securities or other financial instruments described in this publication, in securities of issuers
described herein or in securities underlying or related to such securities. Alfalah CLSA Securities (PVT)
LTD. (Formerly Alfalah Securities (PVT) LTD) may have recently underwritten/or in the process of
underwriting the securities of an issuer mentioned herein. Alfalah CLSA Securities (PVT) LTD. (Formerly
Alfalah Securities (PVT) LTD) may also have provided/providing advisory services to the issuer
mentioned herein.

Rating System

Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT) LTD) uses a 3-tier rating system
i.e Buy, Hold and Sell, based on the level of expected return. Time horizon is usually the annual financial
reporting period of the company. A Buy rating is assigned to any company when its total return exceeds
15%. A Sell rating is issued whenever total return is less than 0% and for return in between the 2 ranges,
Hold rating is meted out. Ratings are updated on a daily basis and can therefore change accordingly.
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